
Department of Defense

DIRECTIVE
May 20, 1991
NUMBER 7600.10

IG, Doll

SUBJECT : Audits of State and Local Governments, Institutions of
Higher Education, and Other Nonprofit Institutions

References: (a) DoD Directive 7600.10, “Audits of State and
Local Governments, ” February 12, 1988 (hereby
canceled)

(b) Public Law 98-502, “Single Audit Act of 1984, ”
October 19, 1984

(c) Off ice of Management and Budget Circular No.
A-87 , If Cost Principles for State and Local
Governments, ‘I January, 15, 1981

(d) Off ice of Management and Budget Circular No.
A-122 , “Cost Principles For Nonprofit Organi-
zations, ” May 19, 1987

(e) through (g) , see enclosure 1

A. REISSUANCE AND PURPOSE

This Directive:

1. Reissues reference (a) to update policy, responsibili-
ties, and procedures.

2. Implements reference (b) and enclosures 2 and 3 to
establish audit requirements for State and local governments,
institutions of higher education, and other nonprofit institu-
tions that receive Federal financial assistance.

3. Assigns responsibilities within the Department of Defense
for monitoring compliance with those requirements.

B. APPLICABILITY

This Directive applies to the Office of the Secretary of
Defense, the Military Departments, the Chairman of the Joint
Chiefs of Staff and the Joint Staff, the Unified and Specified
Commands, the Inspector General of the Department of Defense
(IG, DoD) , the Defense Agencies, and the DoD Field Activities
(hereafter referred to collectively as “the DoD Components”)
that provide Federal financial assistance to State and local
governments, institutions of higher education, and other non-
profit institutions.

c. DEFINITIONS

Terms used in this Directive are defined in enclosures 2 and
3 with the following deviation. Funds paid by the National Guard
Bureau to States under facilities’ operation and maintenance



agreements do not constitute “Federal financial assistance” for
purposes of Pub. L. 98-502 (1984) (reference (b)) and enclosure
2*

D. EQLLKx

The DoD Components shall rely on and use financial and
performance audits performed by non-Federal auditors under
enclosure 2 and independent auditors under enclosure 3 in the
oversight of Federal financial assistance provided to State and
local governments, institutions of higher education, and other
nonprofit institutions. Reference (b) provides that a non-
Federal audit of the operations of a State or local government
performed under enclosure 2 may exclude public colleges and
universities, in which case an audit of the public college or
university shall be made in accordance with enclosure 3. The
DoD Components, however, may request additional audits of such
assistance when required by regulation or to ensure effective
use of such assistance as deemed necessary. Any additional
audit effort shall be planned and carried out in such a way as
to avoid duplication and shall be separately funded.

E. RESPONSIBILITIES

1. The InsRector General of the De~artment of Defense shall:

a. Serve as the DoD senior official under enclosures 2
and 3 for policy guidance, direction, and coordination with DoD
Components and other Federal Agencies on audit matters related
to State and local governments, institutions of higher education
and other nonprofit institutions.

b. For State and local governments, institutions of
higher education, and other nonprofit institutions for which the
Office of Management and Budget (OMB) has assigned the DoD cog-
nizance, do the following:

(1) Ensure that audits are made and reports are
received in a timely manner and in accordance with the require-
ments of enclosures 2 and 3.

(2) Provide technical advice and liaison through the
DoD Components to State and local governments, institutions of
higher education, other nonprofit restitutions, and independent
auditors.

(3) Make desk reviews of all reports received, and
also make quality control reviews of selected audits made by
non-Federal audit organizations and provide the results, when
appropriate, to other interested organizations.

(4) Promptly inform other affected Federal Agencies
and appropriate law enforcement officials of any reported ille-
gal acts or irregularities in accordance with requirements of
enclosures 2 and 3.

(5) Advise the recipient of audits that have been
found not to have met the requirements in enclosures 2 and 3.
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In such instances, the recipient will work with the auditor to
take corrective action. If corrective action is not taken, the
cognizant agency shall notify the recipient and Federal awarding
agencies of the facts and make recommendations for followup
action. Major inadequacies or repetitive sub-standard perform-
ance of independent auditors shall be referred to appropriate
professional bodies for disciplinary action.

(6) Coordinate, to the extent practicable, audits
requested by other Federal Agencies, in addition to those
required by enclosures 2 and 3.

(7) Ensure the resolution of audit findings and
recommendations that affect DoD programs and those findings
affecting programs of more than one Federal Agency. Ensure that
a management decision affecting audit resolution shall be made
within 6 months after receipt of the audit report.

For local governments, institutions of higher educa-
tion, an~”other nonprofit institutions for which the Department
of Defense has assumed oversight responsibility, do the
following:

(1) Provide technical advice and counsel through
DoD Components to institutions and independent auditors when
requested.

(2) Assume all or some of the cognizant agency
responsibilities (see paragraph E.1.b., above) , as deemed
necessary.

d. For other State and local governments, institutions
of higher education, and other nonprofit institutions, receive
and distribute copies of single audit reports to appropriate DoD
Components for appropriate action and followup by designated
program officials.

e. For audit reports that contain conditions affecting
DoD programs, institute followup efforts to ensure that correc-
tive actions have been taken by DoD organizations responsible
for managing associated programs or funds.

2. The Heads of the DoD Components shall:

a . Designate an official to coordinate with the IG,
DoD, on matters dealing with audits of financial assistance
provided by the DoD Component to State and local governments,
institutions of higher education, and other nonprofit institu-
tions.

b. Ensure input of accurate award data for Federal
financial assistance to the appropriate DoD management informa-
tion system.

c. Ensure that the State or local government, institu-
tion of higher education, or other nonprofit institution takes
appropriate actions to correct audit deficiencies involving
financial assistance provided by the DoD Component.
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d. For State and local governments, institutions of
higher education, and other nonprofit institutions for which the
OMB has assigned DoD cognizance, do the following:

(1) Coordinate with the IG, DoD, on requests from
other Federal Agencies for audits of State and local govern-
ments, institutions of higher education, and other nonprofit
institutions, in addition to those required by enclosures 2
and 3.

(2) Seek the views of other interested agencies
when a coordinated audit approach is to be used and before
completing a coordinated program.

(3) Help coordinate the audit work and reporting
responsibilities among independent public accountants, State
auditors, and both resident and non-resident Federal auditors
to achieve the most cost-effective audit.

F. PROCEDURES

The costs of audits made by non-Federal auditors under
enclosures 2 and 3 are allowable charges to Federal financial
assistance programs. The charges may be considered as a direct
cost or an allocated indirect cost in accordance with OMB
Circular Nos. A-87, A-122, and A-21 (references (c), (d), and
(e)); FAR, Part 31 (reference (f)); or the DFARS, Part 231
(reference (g)). Generally, the percentage of costs charged to
Federal assistance programs for an audit shall not exceed the
percentage of Federal funds expended to the total funds expended
by the recipient during the fiscal year. No cost, however, may
be charged to Federal programs for audits not made in accordance
with enclosures 2 and 3 and other applicable cost principles and
regulations.

G. EFFECTIVE DATE AND IMPLEMENTATION

This Directive is effective immediately. Forward one copy
of implementing documents to the Inspector General of the
Department of Defense within 120 days.

%--J ~
Donald J. Atwood
Deputy Secretary of Defense

Enclosures - 3
1. References
2. Office of Management and Budget Circular A-128
3. Office of Management and Budget Circular A-133
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REFERENCES, continued

(e) Office of Management and Budget circular No. A-21, “Cost
Principles for Educational Institutions,” December 21 1986

(f) Federal Acquisition Regulation, Part 31, “Contract Cost
Principles and Procedures,” current edition

(g) Defense FAR Supplement (DFARS), Part 231, “Contract Cost
Principles and Procedures,” current edition
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OFFICE OF MANAGEMENT AND
BUDGET

Issuance of Circular .4-128 ‘“Audits of

State and Local Governments””

AGENCY  Office of Management and
Budget.
A~lON Final Issu~nce of O&fB Circu]ar
A-128, “’Audi!s of State and Local
Governments.””

SUMMARK This OMB Circular provides
policy guidance to Federal agencies in
the implementation of the Single Audit
Act of 19M [Pub. L 96-S02). It
establishes uniform requirements for
audits of Federal financial assistance
provided to State and local governments
~nd promotes the efficient and effective
use of audit services.
EFFECTIVE DATE This C&cukr W’US
effective April 12. 198s, and shall apply
to fiscal years of State and local
governments thal began after December
31, 1984. Earlier implementation is
encouraged. However, until it is
implemented, the audit provisions of
Attachment P to Circular A-IOZ shall
continue to be observed.
~ FURTHER lNFORMA~ON CONTACR
Palmer A. Marcantonio,  Financial
Management Division, Office of
Management and Budget, Washington.
1).C. 20S03. (202) 395-3993.
SLWPUWENTARY  INFORMATION c)n
December 26.1984. a notice was
published in the Federal Register (49 FR
SO134), asking for comments on a
proposed Circular, “Audit requirements
{or State and local govemnternts.”
Interested parties were invited to submit
comments by February 2s. 198s. Almost
1s0 comments were received from
Federal agencies. Slate and Iocsd
govarnrm?n ta, univarsitie% prokaaionel
organizations. aad otha~ AU ~
were considered in developing these
final requirements.

There follows a summery of the major
comments. grouped by subject and a
response to each. including a description
of changes made as a result of the
comments. Other changes hssve been
made to increase clarity. and
readability.

Supersession
Commenf: One commentcr said this

section should be expanded to provide
clarification that this Circthr
supersedes not only audit requirements
of OMB Circular A-102. but aiso those
related to all form of Federal financial
● ssistance such as Block Crant
programs and contracts sswardcd under
Federal acquisition regulations.

Reply: Block gmnt eudit regthlicms
will be superseded by individual

department and agency regdationa  that
will be issued shortly. With respect to
contracts. the law makes it clear that
assistance-type contracts are cuverd
end we would expect single audits to
cover other cost-type contracts awarded
to State and local governments as WA

Cmrrnrerrc  Several commentem said
this section should state that the Single
Audit Act and this Circular do not
relieve recipients of their
responsibilities under Attachment P to
(2MB  Circular A-102. ““Uniform
requirements for grants to State and
local governments” for the !iscal yeara
beginning before july L IWI!i

Reply:  Section 22 has beeri revised to
say that until this Circular is
implemented. the audit provisions of
Attachment P 10 Circular A-X12 shall
continue to be observed.

Commen$ One commenter’suggested
that OMB clearly indicate that GAO VVW
take action to supersede the %uideffswe
for Financial and Compliance Audits of
Federally Assisted program~”

Reply:  The requirement to use the
guidelines has been deleted from this
Circular. As Chcular A-128 is
implemented the guidelines will be
phased out and auditors will use
guidelines developed by appropriate
profesaiorsel bodies.

Background
Comment Orse commenter said the

law mquiras recipients that receive
SIUJ.W orsnom each year tm have an
audit made for that year. However, the
co~ter said it was not ciear U an
eud?t was required in subsequent yaam
if the funds were expended over a
number of years.

Reply The audit recioient  should
have eudits made in all subsequent
years where sigsdficant funds are
expendd .

Defdtione
CorrrmenC Several commentem said

the definition of internal confzds
continued in the draft Circular could be
constmed to include only accowsthg
controls. They recommended that tbe-
definition include administrative
controls too.

.

.
Rep}y:  We were advised by severaI “

groups including the General Accounting
OffIce that the term ““administrative
controls”. may cause some confuaioss in
the accounting profession because the
term as used in (he auditing Utiture
calls for tesls of certain controls not
contemplated by the Congra~ _
of using the term adrrrinistratfva . . . . .”
controls. Section 8 of the Cirmsfareeye
that controls coverinR cxDenti-d

Comment: A number of commenters
asked whether the definition of
subrecipient incIud&s commercial or
private businesses and organizations.

Rep/y: The Circular covers all Federal
assistance funds whe!her the
subrecipient is a private or public
organization. All Stare or local
governments that receive Federal
financial assistance and provide $x,000
or more of it to a subrecipient must
determine whether subrecipients spent
Federsl assistance funds in accordance
with applicable laws and regulations.
For State and local subrecipients and
other nonprofit organizations OMB
Chmulars ca~l for periodic audits. These
audits may be used to determine
whether the wbrecipient spent the funds
properly. For commercial or private
businesses and organizations receiviz.
Federal assistance funds the State and
local governments may use other means
such as program reviews to determine if
the funds are being spent properly.

Frequency of AudIl

CommenL  SeYeraI commenters
recommended that the one-year
requirement far the audi! report to be
forwarded to the Federal Government
be changed to .-within six months.”
Other commenters said the requirement
should be deleted altogether because it
is not a requirement of the law.

RepIy:  In order for audit reports to be
aaeful they must be timely. The Circular
calls for the audit report to be sent no
later than one year after the end of the
audit period unless a longer period is
agreed to with the cognizant agency.

Compliance Tesling

Comment One commen~er suggested
that the titfe of this section be changed
to “Sfntemal Control and Compliance
Reviews: and a separate paragraph be
devoted to testing and evaluation of
intemaI control systems.

Rep/y:  The title was changed and n
separa:e  section is devoted to reviews
of internal control systems.

Comment Several commersters said it
was oot clear whether the auditor was
required to perform a study and
evaluation of internal control systems if
the auditor did not plan to place reliance
on such systems.

Rep/y: The Circular was changed to
make it clear that the auditor must make
a study ard evaluation of internal
control systems used in administering
Federal assistance programs whether or
not the auditor intends to place reIiance
on these systems.

Cbnmen~ One commenter said the
Federal funds mast b; te;te~ llu~.:., . t&g of non-Federal programs seemed
believe this was the intent of&e Act. to be limited to testing transactions
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selected in the mwiew of financial
statements. The commenter suggested
that either the auditor be required to
make sepamte tests of programs o[har
than the major ones or that the auditor
be required to review the management
controls over Federal programs that are
not defined as major ones

Reply: The law is specific a.s to how
much testing will be made of programs
other than major ones. lt requires the
auditor to de!errnine and report on
whether the organization has internal
control systems that provide reasonable
assurance that it is managing Fedenl
assistance programs in complimca with
applicable laws and regulations. Further
it provides that txansacticms for other
than major programs that are selected in
cor.nection with examinations of
financial statements and evaluation of
internal cuntiols shall be tested for
compliance with FederaLlaws and
regulations that apply to such
transactions. The provisions of the Act
are reffected in section 8 of the Circu[ar.

Curnment: One camrnenter said the
dmft Circular required the auditor to
determine whether amounts c!aimed or
used for matching were determined in
accordance with Circular A-102,
‘“Unifoms requirements for grants to
SIa !e and local governments,” and
Circular A47, “’Cost principles for State
and local governments.’” The commenter
objected because Job Training
Partnership Act (JTPA) grantees and
subgmntees are not required to comply
wi!h these Cirmks. The recipients of
JTPA funds may have developed their
own cost principles and grant
requirements which may differ from
Circulars A-87 and A-102. Therefore. it
would be impractical to test compliance
with these Circulars.

RcplF Although JTPA grantees may
not be subject to OMB Circulars A-lo2
or A-87 the cost principles and
regulations adopted by the grantee
should be equivalent to those in the
Circulars. If lhere are significant
differences between the grantee’s
regulations and the Circulars they
should be included in the audit report.

Cummen~ Several comntentem raised
questions about the requirement for
wwemmental unils to mainlain accounts
that identify all Federal funds received
and expended and to identify the
programs under which they were
received. The commentem  wens
concerned that the recipient’s offtcial
accounting records might have to be
modified to meet the requirement.

Rep/y: The requiremmt for grantees to
keep records on each grant is not s new
one. Si.we Circular A-102 was first
issued irt 1971 Attachment G.
%tandards for Grantee Financial

Management Systems.” requinrd grantee
financial management systems to
provide for accurate, current. and
complete disclosure of the financial
results of eat!! grant program. Therefore,
we do not anticipate modification of
grantee accounting reco IS will be
required as a result  of Circular A-128.

Subreopiemts
Chrmenc  One commenter said this

sec!ion may be interpreted as requiring
the recipient to determine whether the
subrecipient  spent all its Federal funds
properly. regardless O( the source of the
funds.

Reply: The section was amended to
make it ciear recipients were
responsible only for the assistance funds
provided by them to subrecipien{s.

CommenL  One commenter said the
roles of the recipient State agency, the
Federal agency, and cognizant agency
are unclear.

Reply:  We are working with Federal
agencies on procedures for distributing
audit reports. resolving audit fundings.
and carrying out other cognizance
responsibilities. We will ask each
agency to publish these procedures as
soon as possible.

Relation to Other Audit Requirements
CommenL  One commenter made a

number of suggestions to make the
language more precise. One suggestion
was to make it clear that the single audit
shall be in lieu of any finonct’crf  orrd
compliance audit required under
Federal assistance programs.

Reply: We adopted this suggestirm as
well as a number of other proposed
changes to this section.

Cognknt Ageociea
Comment: Several commenters said

the draft Circular appears to require that
all recipients, regardless of funding
leveI, have established formal cognizant
agency assignments.

Reply The Circular was clarified to
say, “’Smaller governments not assigned
a cognizant agency will be under the
general oversight of the Federal agency
that provides them the most funds.” No
formal amangement  is anticipated for
these smaller government recipients.

Audit Reports
Comment There were a number of

comments that mid there was confusion
between the responsibilities of the
cogniiant agency and the clearinghouse.

Reply: This section was rewritten to
accommodate these concerns.

Comrnenc One commenter said that
all fraud. abuse, or illegal acts should
normally be covered in a separate
written report.

Reply: The Circular was amended to
say a separate repnrt is normally
required for fraud. abuse, and illegal
acts.

CommenL  There were a num~er of
comments on how the report distribution
process can be improved.

Rep/y: The repcrt  ~istributi,~fi process
has been streamiin:(i ‘Jew recipients
are required 10 sena copies of the audit
report to Federai agencies providing
funds and one copy of the audit report to
a central clearinghouse.

Audit Resolution

Cummenc A number of commenters
asked that the six month audit
resolution period begin when program
officials receive the report. not when the
agency receives il.

Reply:  This section was not changed.
Six months from [he time an agency
receives an audit report seems to be
ample time for a Federal agency to
receive. process and resulve audit
findings.

Sanctions

Comment: One commenter  said the
Circular should nave a more
comprehensive government-wide policy
concerning actions that shouId be taken
if a State or iocality  dues not comply
wilh the Act or he Circular.

Rep/y:  The Circular now lists a
number of ac!ions  Federal agencies may
consider when a recipient is unable or
unwilling to have a proper audit made.

Auditor selection

Commen~  One commenter said there
shouid be some analysis made by State
and local governments to determine the
most economical way to obtain audit
services.

Reply: A new section was added 10
the Circular reiterating the requirement
for State and 10CS1 governments to
follow the procurement standards
prescribed by Attachment O of CkcuIar
A-102. “Unifomr requirements for grants
10 State and local governments,” when
arranging for audit services.
Dandl A. JOhESOIS,

Actin$  Deputy Associate Director for
Administmtion.

EXECUTIVE OFFICE OF THE
PRESIDENT

Office  of Management one) Budget

CIRCUIAR NO. A-128

April IL 198S
To the Hcacts of E&ecuiive Departments nnd

E~tabiishmenis.
Subject: Audits of S]atc and Lo-1

Covemmenls.
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I. Purpose. This Circulur is issued
pursuant to the Single Audit Act of 1984.
Pub. L 9E-S02. It establishes audit
rcquirem?nts for S~iitc and local
governments thol rcccivc Fcderul siid.
ssnd defines Fedcrul  responsibilities for
implementing and monitoring those
requirements.

Z. Supersessiim.  The Circu Iur
supersedes Attachment P, ‘“Audit
Requirements.” of Circular A-lo2.
““Uniform requirements for gr~nls 10
Stale and local governments.””

3. Background.  The Single Audil Ac!
builds upon earlier efforts to improve
audits of Federal aid programs. The Act
requires Stale or local governments thal
receive SIWLOOO or more a year in
Federal funds to have an audit made [or
that year. Section 75o5 of the Act
requires the Director of the Office nf
Management and Bud~t to prcsc:ibe
policies, procedures and guidelines to
implement the At:. 1/ specifies that the
Director shall designate ‘“cognizant”-

Federal agencies. determine criteria for
making appropriate charges to Federal
programs for the cost of audits. and
proviae procedures to assure that small
firms or firm: owned and controlled by
disadvantaged individuals have the
opportunity to participate in contracts
for single audits.

4. Po/icy.  The Single Audit Act
requires the following

a. State or local governments that
receive SIOO,tXJO or more a year in
Federal financial assistance shall have
an audit made in accordance with this
Circular.

b. Slate or local governments tha]
receive between S25.000 and S1OOD3O a
year shal! have an audit made in
accordance with this Circular, or in
accordance with Federal laws and
regulations governing the programs they
participate in.

c. Slate or local governments that
receive less than S2S.OCKI a vear shsll be
exempt from compliance w“~th the Ac!
und other Federal audit requirements.
These State and local governments shall
be governed by audit requirements
prescribed by State or local law or
regultilion.

d. Nothing in this paragraph exempts
Stale or local. govemmenta from
maintaining records of Federtil financial
assistance or from providing access 10
such records to Federal agencies. as
provided for in Federal law or in
Circular A-1oz ““Uniform  requirements
for grants to State or 10CSII
governments.’”

S. Definitions. For the purposes of this
Circular the following definitions fmm
the Single Audil Act apply

a. ‘Cognizant agency’” means the
Federal agency assigned by the Office of

Management and Budget to carry out the
responsibilities described in paregraph
II of this Circular.

b. “Federal financial assistance””
means assistance provided by a Federal
agency in the form of grants. contracts.
cooperative agreements, [oans, loan
guarantees, property, interest subsidies.
insurance, or direct appropriation, bt]t
does not include direct Federal tush
assistance to individuals. It includes
awards received directly from Federal
agencies. or indirectly !hrough other
units of Slate and local governments.

c. ‘“Federal  agency” has the same
mesning as the term “agency’” in section
s51[1) of Title S, United States Code.

d. “’Cenerally  accepted accounting
principles’” has !he meaning specified in
the generally accepted government
auditing standards.

e. ““Generally  accepted government
auditing standards” means the
S{rmdatis For .4udit of Government
O~anizotions,  Progmms.  Activities. ond
Functions. deveioped by the Comptroller
General. dated Febuary 27,1981.

f. “Independent auditor’” means:
(I] a State or local government auditor

who meets the independence standards
specified in generally accepted
govemmen! auditing standards: or

(z) a public accountant who meets
such independence standards.

g. “Internal controls” means the plan
of organization and methods and
procedures adopted by management to
ensure tha~

(I] resource use is consistent wilh
laws. regulations, and policies:

(z] resources are safeguarded against
waste. loss, and misuse: and

[3) reliable data are obtained,
maintained. and fairly disclosed in
reports.

. h. ““Indian tribe”” means any Indian
tribe, band. nations, or other organized
group or community, inciuding any
Alaskan Native village or regional or
village corporations (as defined in. or
established under, the Alaskan Native
Claims Settlement Act) that is
recognized by the United Slates as
eligible for the special progmms and
services provided by the United States
to Indians because of their status as
Indians.

i. ““Local government””  meana any unit
of local government within a State.
inc!uding a county. a borough.
municipality. city, town, towpship,
parish. local public authority, special
district. school district, intrastate
district. council of govemmant% and any
other inatrurnentality of local
government.

j. ‘“Major FederaI Asaistancc
Program,’”  as defined by Pub. L E16-5uL

-.

is described in the Attachment to this
Circular.

k. “Public accountants”” means those
individuals who meet the qualification
standards included in generally
accepted government auditing standards
for personne[ performing government
audits.

I. ““State’” means any Stnte of the
United States. the District of Columbia.
the Commonwealth of Puerto R?to. the
Virgin Islands, Guam. American Samoa.
the Cammonweal!h  of !he Northern
Manana Islands. and the Tnst Territory
of the Pacific Islands. any
instrumentality thereof. and any multi-
Stale. regional. or interstate entity that
has governmental functions and ony
lndian tribe.

m. “%hecipient” means any person
or government department. agency, or
establishment that receives Federal
financial assistance to carry oul a
progmm through a Staie or local
government. but does not include an
individual that is a beneficiary of such M
program. A subrecipient may also bc a
direct rccipicnt of Federal financiul
assistance.

6. Scope of uudi(. The Single Audil
Act provides that:

a. The audit shall be made by an
independent audilor in accordance wiih
generally accepted government auditing
standards covering finanziaI and
compliance audits.

b. The audit shall co~e: ‘he entire
operations of a State or local
go~$emment or. at the option of that
government. it may cover departments.
agencies or establishments that
received. expended. or otherwise
administered Federal financial
assistance during the year. However, if
a State or [ocal government receives
S2.5.OW or more in GeneraI Revenue
Sharing Funds irra fiscal yeisr, it shall
have an audit of its entire operations. A
series of audits of individual
departments. agencies, and
establishments for the same fiscal year
may be considered a single audit.

c. Public hospitals andpublic colleges
and universities may be excluded from
State and local audils and the
requirements of this Circular. However.
if such entities are excluded. audits of
these entities shall be made in
accordance with alatutosy requirements
and the previsions of Circular A-11O,
““Uniform requirements for grants to
universities. hospitals. and other
nonprofit organizations.-

d. The auditor sbaIl determine
whethec

(I] the financial $tatements of the
government. department. agency or
establishment present fairly its financi~l
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position and the resuita of iis fiiancial
operations in accordance with generally
accepted accnunling principles:

(2] the organi=tion  has internai
accounting and.other controi systems !U
provide reasonable assurance th&i it is
managing Federal finati.al  ass%tance
programs in compliance with applicable
iaws and regtdationx  and

(3] the organization has compIied \sith
laws and regulations that may have
matcriaI effect on ils fhtancial
statements and on each wjor Federal
assistance prugrarn.

7. F7equertcy  ofoudi~ }.udits shall be
made arw.ually  unless ‘&e. State or local
govenmeni  has. by January 1. 198i’.  a
constitutional or statutory requirement
for less rrequent audits. For (hose
governments. the cognizant agency shall
permit bienniai ~udits, r,oveti:lg  both
years. if the governmcit  so requests  It
shall alaa honor requests for biennial
audits by governments that have an
administrative policy calling for audits
less frequent than annuai. but only for
fiscal years beginning before janua~ I.
1987.

& InlernnI  contiol und compliance
reviews  The Single Audit Act requires
that the independent auditor determine
and report on whether the organization
has internaI control sytients to provide
reaaonabIe assurance that it is managing
Federal aaaista~ programs in
compliance with applicable laws and
regulations.

a. Infernal canirol review. In order to
provide this asaurance the auditor must
make a study and evaluation of internaI
control systems used in administering
Federal assistance programs. The study
and evaluation must be made whether
or not the audikor intends to place
reliance on such systems. As part of this
review, the audilgr shalk

(I) Test  whether these internal control
systems are functioning in acqmka
with prescribed procedures.

(2) Examine the recipient’s system [or
monitoring subrecipients and obtaining
and acting an subrecipiant audit reports.

b. Carnphnc8  review. The iew also
requires the auditor to determine
whether the organization has complied
with laws and regulations that may have
a mat enal effect on each MS jor Federal
assi8t8nce program.

(I) In order 10 determine which major
programa em to be tested for
compliance. Stale and local
govemmenta shaif identify in their
asxmurtts tdi Federal funds rernved und
expended and the p~ams under
which they were received. This shall
inclurk funds rewived dnctiy [mm
Federal agencies and. through other
State and iocai ~vemunemm

,[2] The review must include the
selection and testing of B representative
number of charges from each ma~or
Federal assistance progrrrm The
selection and testing of transactions
shall be based on !he auditor’a
profeasional  judgrnenl  considering such
factors us the amount oi expenditures for
the program and the individual awards
the newness of the program or changes
in ita conditions: prior experience with
the progmm. particularly as revealed in
audits and other evaluations (e.g.
inspections. program reviews): the
extent to which the program is carried
out through subrecipientx the extent to
which the program contracts for goods
or sewices:  the iwei to which the
program is akeady subiect to program
reviews or other forms of independent
ovemigfft the adequacy af the controls
far ensuring carnpiiance: the expects tion
of adherence or lack of adherence 10 the
applicable laws and regulations: and the
potential impact of adverse findings.

(a} In making the test of tmnsactions.
the auditor shall determine whetirec
—The amounts reported as expenditures

were for allowable senies. and
—The records show that those who

received semices or benefits were
eiigible to receive them.
(b] In addition to transaction testing.

the auditor sha[l determine whethec
—Matching requirements. levels of

efforl and earmarking limitations
were met,

-Fed~aI financial reports and claims
for advances end reimbursements
camtain information that is supported
s y the books and retards from which
ihe basic financial statements have
been prepared. and

—,1’ ~onta ciairned or used for
●atching were determined in
accordance with OMB Circular A-87.
““c”bei ~ciples for Slate and local
govemmenta’”  and Attachment F of
C-iar A-ltZ ‘Uniform
requirements for grants to State and
local govtrnment&”
(c] The principal campliwrce

requirements of tbe largest Federal aid
programs may be ascertained by
ref%ng to the Compliance Supplement
for Single Audits o/ Stote and Local
Govemmen&  issued by OMB and
available front the Cavemment Printing
Offke.  For those programs not mwered
in the Compliance Supplement. the
auditor may •~“ csnnpiisnce
reqniresnente by meeamhing the
atatutea. reguiatioru  and agreements
goyeming indiviciwsl p~

(3) Tra=actions related to other
Federal naeistence programs that am
aeleciesi in cosmactioo with
examinations of fisianciai statements

nnd evaluations of internal con:mls
shall.be tested for compliance with
Fcdcrat iaws and regulations that nppiy
to such transactions.

9. SubrecipienLr.  State or local
govetmments  that receive Fed em t
financial =aistance  and provide s25.(xM
or more of il in a fiscal year to a
aubrecipicnt  shali:

a. Detzmnine whether State or local
subrecipients have met the audit
requirements of this Circular and
whether subrecipients cavered by
Circular A-110. ‘Uniform requirements
for grants to universities. hospitaia. iind
other nonprofit organizations.’” have me!
/ha t requirement

b. determine whtther the subrecipicnt
sptint Federal assistance funds provided
in accordance with applicable laws and
regulations. This may be accomplished
by reviewing an audit of the
subrecipient made in accordance with
this Circular,  Circular A-11O. or through
olher means (e.g., program reviews] if
the subrecipient has not yet had such an
audit:

c. ensure that appropriate corrective
action is taken within six months after
receipt of the audit report in instances of
noncompliance with Federal laws and
regulations:

d. consider whether subrecipienf
audits necessitate adjustment of the
recipien I’S own records: and

e. require each subrec:pient to permit
independent auditom to have access 10
the records and financial statements as
necessary 10 comply with this Circular.

10. Relation to other audit
requirements. The Single Audit Act
provides that an audit made in
accordance with this Circular shall be in
lieu of any financial or financial
compliance audit required under
individual Federal assistance programs.
To the extent that a single audit
provides Federai agenciea with
information and aasumnces they need to
carry out their overall responsibilities.
they shall rdy upon and use such
informs tion. However.” ● Federal agency
shall make any additiona) audita which
are necessary 10 csny out its
resporssibiiities under Federal law arid
regulation. Any additional Federal audit
effort ahaU be planned and carried out
in such a way ● S to ● void duplication.

a, The provisions of this Circular do
not limit the authori~  of Federnl
agencies to maktx or contract for audits
and evaluations of Federal financial
assistan= progmm~ nor do they limit
the authority of any Federal agency
Inspector Ceneml or other Federal audit
u mlcial.

b. The Provision@ of this Circular do
not authorize any State or local
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“ government or subrecipient thereof 10
constrnin Federal agencies. in any
manner, from carrying out additional
audits.

c. A Federal agency that mckes or
contracts for audits in addition to the
audits made by recipients pursuant to
this Circular shalI.  consistent with other
applicable laws and regulations. arrange
for funding the cost of such additional
audits. Such additional audits inciude
economy and efficiency audits,. program
results audits. and program evaiuatiorm.

11. Cognizant agency responsibilities.
The Single Audit Act provides for
cognizant Federal agencies to oversee
the implementation of this Ckcular.

a. The Office of Management and
Budge! will assign cognizant agencies
for States and their subdivisions and
larger local governments and their
subdivisions. Other Fedaral agencies
may participate with an assigned
cognizant agency, in order to fulfill the
cognizant responsibilities. Smaller
governments not assigned a cognizant
agency will be under the generaI
oversight of the Federal agency that
provides them the most funds whether
directly or indirectly.

b. A cognizant agency shall have the
following responsibilities:

(I) Ensure that audits are made and
reports are received ins timely manner
and in accordance with the
requirements of this Circular.

[z] provide technical advice and
liaison to State and local governments
and independent auditors.

(3) Obtain or make quality control
reviews of selected audits made by non-
Federal audit organizations, and provide
the results, when appropriate. to other
interested organizations.

(4] Prompt!y inform other affected
Federal agencies and appmpnate
Federal law enforcement officials of any
reported illegal acts or irregtdaritiesi.
They should also inform State or Iocal
law enforcement and prosecuting
authorities, if not advised by the
recipient. of any violation of law within
their jurisdiction,

(5) Advise the recipient of audits that
have been found not to have met the
requirements set forth in this Ckcular. lrs
such instances. the recipient will bs.
expected to work with the auditor to
take corrective action. lf corrective
action is not takem the cognizant agency
shall notify the recipient and Federal
awarding agencies of (he facts and make
recommendations for followup action.
Major inadequacies or repetitive
substandard performance of
independent auditors shall be referred
to appropriate professional bodies for
disciplinary sction.

[6] Coordinate. to the extent “ .
practicable, audits made by or for
Federal agencies that are In addition to
~he audits made pursuant to this
Circulac so that the additional audits
build upon such audits.

(7] Oversee the resolution of audil
findings that affect the programs of more
than one agency.

IZ. Iliegai OC:S  or irregularities. [f the
auditor becomes aware of illegal acts or
other imegularities, prompt notice shall
be given to recipient management
officials above the level of involvement.
(See also paragraph 13(a) [3) below for
the auditor’s reporting responsibilities.)
The recipient. io turn, shall promptly
notify the cognizant agency of the illegal
acts or imegulanties and of.proposed ~~~~
and actual actions. if any. Illegal acts
and irregularities include such matters
as conflicts of interest, falsification of
records or reports, and
misappropriations of funds or other
assets.

13. Audit Reporfs.  Audit reports must
be prepared at the completion of the
audit. Reports serve many needs of
State and local governments as well as
meeting the requirements of the Single
Audit Act.

a. The audit report shall state’that the
audit was made in accordance with the
provisions of this Circular. The report
shall be made up of at leasti

(1) The auditor’s report on financial
statements and on a schedule of Federal
assistance: the financial statements and
a schedule of Federal assistance,
showing the total expenditures for each
Federal assistance program as identified
in the Catalog of FedemI  Domestic
Assistance. Federal programs or grants
that have not been assigned a catalog
number shall be identified under the
caption *’other Federal assistance.”

(z) The auditor’s report on the study
and evaluation of internal contra]
systems must identify the organization’s
significant internal accounting corstmla.
and those controls designed to provide
reasonable assurance that Federal
programs are being managed in .
compliance with laws and regulations. It
must also identify the controls that wem
evaluated. the controls that were not
evaluated and the material weaknesses
identified as a result of the evaluation.

[3] The audilor’a report on compiinnce
containing:
—A statement of positive assurance

with respect to those items tested for
compliance. including compliance
with law and regulations pertaining to
financial reports and ciaims for
advancea and reimbursements

-Negative assurance on those items not
lesteri:

—A smmma~ of al] instances of
noncompliant=  and

—An identification of Iota] amounts
questioned. If any. for each Federa[
assistance award. as a result of
noncompliance.
b. The three parts of the audit report

may be bound into a single report. or
presented at the same lime as separate
documents.

c. All fraud abuse. or iIlegaI  acta or
indications of such acts. inciuding all
questioned costs found as the resul! of
these acts that auditors become aware
of. should normally be covered in a
separate written report submitted in
accordance with paragraph 13f.

d. In addition to the audit report. the
recipient shall provide comments on the
findings and recommendations in the
report. including a plan for corrective
action taken or planned and comments
on the status of corrective action taken
on prior findings. If corrective action is
not necessary, a statement describing
the reason it is not should accompany
the audit report.

e: The reports shall be made available
by the State or local government for
public inspection within XI days after
the completion of the audit.

f. In accordance with generally
accepted government audit standards.
reports shall be submitted by the auditor
to the organization audited and to lhose
requiring or a~anging for the audit. In
addition, the recipient shall submit
copies of the reports to each Federal
department or agency that pmt’ided
Federal assistance funds to the
recipient. Subrecipients  shall submit
copies to recipients that provided them
Federal assistance funds. The reports
shall be sent within 30 days after the
completion of the audit. but no later
than one year after the end of the audit
period unless a longer period is agreed
to with the cognizant agency.

g. Recipients of more than $IOO,tXIO in
Federal funds shall submit one copy of
the audit report within 30 days after
issuance to a central clearinghouse 10 be
designated by the Office of Management
and Budge~ The clearinghouse will keep
completed audits on file and follow up
with State and local governments that
have not submitted required audit
reports.

h. Recipients shall keep audit reports
on file for three years from their
issuance. .

14. Audit Resolution. As provided in
paragraph II. the cognizant agency shall
be responsible for monitoring the
resolution of audit findings tha[ affect
the programs of more than one Federal
agency. Resolution of fiidings lhat
relate to the program’s of a single
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Fedem[ agen~ will be the responsibility
of the recipient and that agency.”
Alternate arrangements may be made
on a case-by-case basis by agreement
among Ihe agencies concerned.

Resolution shall be made within six
months after receipt of Ihe report by the
FedcraI dcpartmcnls and agencies.
Corrective action should proceed as
rapidly as possible.

15. Audit workpapers  und reports.
Workpapcrs and reports shall be
re!ained for a minimum af three years
fmm the date of the audit report. unless
the auditor is notified in writing by the
cognizant agency to extend the retention
period. Audi t workpapem shall be made
available upon request to the cognizant
tigency or its designee or the General
Accounting Office. at the completion of
the audit.

16. Audit  Costs. T@ cost of audits
made in accordance with the provisions
of this Circular are allowable cha~es to
Federal assistance programs.

a. The charges may be considered a
direct cost or an allocated indirect cost.
determined in accordance with the
prevision of Circular A-87, ““Cost
principles for SLate and local
govemment9fl

b. Generally, the percentage of costs
charged to Federal assistance programs
for a single audit shall not exceed the
percentage that Federal funds expended
represent of total funds expended by the
recipient during the fiscal year. The
percentage may be exceeded. however,
if appropriate documentation
demonstrates higher actual cost.

17. Sonctions.  The Single Audit Act
provides that no cost maybe charged to
Federal assistance programs for audits
required by the Act that are not made in
accordance with this Cmular.  In cases
of continued inability or unwillingness
to have a proper audit+ Federal agencies
must consider other appropriate
sanctions includin~
—Withholding a percentage of

assis{ence payments until the audit is
completed satisfactorily,

—Withholding or disallowing overhead
costs. and

—Suspending the Federal assistance
agreement until the audit is made.
18. Auditor Selection. In arranging for

audit sewices  State and local
governments shall foUow the
procurement standards prescribed by
Attachment O of Circular A-ltlz,
‘Uniform requirements for grants to
State and 10CSI governments.” The
standards provide that while recipients

are encouraged to enter into
intergovernmental agreements for audit

and other sewices. analysis should bc
made to detemnine whether it would be
more economical to purchase the
services from private firms. [n instances
where use of such intergovemmcntai
agreements are required by State
statutes [e.g., audit services] these
statutes will take precedence.

19. Small and Minority Audit Firms.
%mall audit firms and audit firms owned
and controlled by sociaily and
economically disadvantag~d individuals
shall have the maximum practicable
opportunity to participate in contracts
awarded to fuifiil the requirements of
this Circuiar. Recipients of Federal
assistance shall take the fol!owing steps
to further this goal:

a. Assure that small audit firms and
audit firms owned and controlled by
socially and economically
disadvantaged individuals are used to
the fullest extent practicable.

b. Make information on forthcoming
opportunities avaiIable and arrange
timeframes for the audit so as to
encourage and facilitate participation by
small audit fkrns and audit firms owned
and controlled by socially and
economically disadvantaged
individuals.

c. Consider in the contract ptocess
whether firms competing for larger
audits intend to subcontract with small
audit firms and audit firms owned and
controlled by socially and economically
disadvantaged individuals.

L Encourage contracting with smal!
audit firms or audit firms owned and
controlled by socially and economically
disadvantaged individuals which have
traditionally audited government
programs and. in such cases where this
ia not possible, assure that these firms
are given consideration for audit
subcontracting opportunities.

e. Encourage contracting with
consortiums of small audit firm as
described in paragraph (a) above when
a contract is tao large far an individual
small audit fum or audit firm owned and
controlled by socially and economically
disadvantaged individuals.

f. Use the services and assistance, as
appropriate. of such organizations as the
Small Business Administration in the
solicitation and utilization. of small audit
fins OF audit fimsa owned and
controlled by socially and economically
disadvantaged individuals.

m. Reporting. Each Federal agency
will report to tie Director of.OhlB on or

before March 1, 1987. and annual[y
thereafter on the effectiveness of SI:III:
and local governments in carrying out
(he previsions of this Circular. The
report must identify each Sla[e or [oc:il
govcmment  ar Indian tribe that. in the
opinion of the agency. is failing to
compiy with the Circular.

21. Regulations. Eac+t  Fedcmi agwwy
shall include the provisions of this
Circular in its regulations implcmtwling
[he Single Audit Act.

’22. Ef/ec/ive dafe. This Ci~ulilr is
effective upon publication and shall
apply to fiscal years of Sia!e and 10C;II

govcmmcnts  that begin after Deccmhcr
31.1984. Ear!ier implementation is
encaumged.  However. until it is
implemented. the audit provisions uf
Attachment P to Circular A-102 shall
continue to be observed.

23. Inquiries. A[l questions or
inquiries should be addressed lo
Financial Management Division. Officti
uf Management and Budget. tclephune
number ZOZ/3%&3W3.

24. Sunset review  da(e.  This Circular
shall have an independent policy review
to ascertain its effectiveness three yeurs
fmm the date of issuance.
David A. S{ockman.
Director.

Attachment<ilar A-1z8

Definition of Major Program as
Pnm’idcd  in PJ&I. L. 9%502

““Maior Federal Assistance Progrum.  ””
fur Slate and local governments having
Federal assistance expenditures
between S1OO.UX3 and SIOO.tXO,OOO,
means any program for which Fedcr:ll
expcmdi~ures during the applicable yci~r
cxcced the larger of S300.000. or 3
percent of such total expenditures.

Where total expenditures of Federi]l
assistance exceed SIOO.000.CUXI, the
following cnt~ria apply

“.=2~’_
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(2MB Cimdar h. A-I23
To the Heads of Executive Departments
and Establishments
Subjeck Audits of Institutions of Higher

Educatiori end Other Nonprofit
Institutions

1. Puqose. Circular A-133 eetebliahes
audit requirements and definea Federal
responsibilities for implementing and
monitoring such requirements for
institutions of higher eduoation and
other nonprofit institutions receiving
Federal awards.

Z Authority. Circular A-133 is iaaued
under the authority of the Budget and
Accounting Act of 1921, as emended the
Budget end Accounting Procedures Act
of 195Q as amended  Reorganization
Plan No. 2 of 197tX and Executive Order
No. 1154L

3. Supemession.  Circular A-133
supersedes Attachment F, subparagraph
*of ~ A-llQ “hifOllU
Administrative Requirement for Grants
and other Agreements with Institutions
of Higher lkiucatiom HospiteIa, and.
other Nonprofit Organizations.”

4. AppIicobifity. The pmvisione of
Ctiar A-133 apply tm

a. Federal departments end agencies
responsible for administering programs
that involve grants, coat-type contracts
and other agreements with tnatitutiom
of higher education and other nonprofit
recipients.

b. Nonprofit institutions, whether they
are racipienk receiving awards directly
&am Federal agenciea or are sub-
recipiente, receiving awards indirectly
through other recipients.

These pticiples, to the extent
permitted by law, constitute guidance to
be applied by agencies consistent with

and within the discretion, conferred by
the statutes governing agency action.

5. Requinmtents  and Responsibilities.
The specific requirements and

responsibilities of Federal departments
and agencies and institutions of higher
education and other nonprofit
institutions are set forth in the
attachment.

6. l?flecti’ve  Date. The provisions of
Circular A-133 are effective upon
publication and shall apply to audits of
nonprofit institutions for fiscal years
that begin on or after January 1, 19M
Earlier implementation is encouraged.
However, until this Choler is
implemented the audit pmviaions of
Attachment F to Circular A-11O shall
continue to be observed.

7. Policy Review [Sunset) Date.
Circular A-133 wiU have a polioy review
three years from the date of issuance.

8. Inquin”es. Further information
concerning Circular A-133 may be
obtained by contacting the Finanoial
Management Divisio& Office of
Management and BudgeL Washington+
D.C ~ telephone (2o2) 3%+3993.
Richard G. Damam
Director.

Attachment
1. Deftiti”ons.  For the purposes of this

Circular, the following deil.nitions appl$
a. A word means &M@aA aaaistanca.

end Federal cost-type contracts used to
buy service$ or goods for the use of the
Federal Government. It includes awards
received directly tim the Federal
agencies or indireotiy  through recipients.
It does not include pmmrament
contracta  to vendora under grants or
oantracta used to buy goads or aemicaa
Audits of such vendors shall be covered
by the tenna end conditions of the
contracL

b. C@mkrnt  agency means the
Federal agency assigned by the Office of
Menagaement and Budget to oarry out
the responaibilitiee  described in
pkUZl~ph 3 Of thi8 AttaohmenL

~ Caa&atedawYt approach meana
an audit wherein the independent
auditor, and other Federal and non-
federal auditors consider each other%
work in detarmir@ the netura timin&
and extent of his or her own auditing
pmcedums.  A coordinated audit must be
conducted in accordance with
Gwemrnent  Auditihg Standanfe  and
meet the objectives end reporting
requirements set forth in paragraph
12(%) and 15, respectively, of this
Attachment. The objective of the
coordinated audit approach is to
minimize duplication of audit effofi but
not to limit the scope of the audit work
so as to preciude the independent
auditor from meetmg the objectives set

3 - 1

forth in pwgraph 12(b) or issuing the
reports required in paragraph 15 in a
timely manner.

d. Federal agency has the same
meaning as the term “agency” in Section
551(1) of title S, United States Code.

e. Federal Financial Assistance.
(I) Fedemlfinancial  assistance

means assistance provided by a Federal
agency to a recipient or subacipient to
carry out a program Such assistance
may be in the form of:
-Grants:
-ContracW,
--Cooperative agreemenw
—LOanx
-Loan guarantee%
—property
—Interest sub8idiew
4naurancI%
-Direct appmpriati~
-Other non-cash asaiatan~

(2] Such assistance does not inolude
direct Federal cash assistance to
individuals.

(3) Such assistance inciudee awards
received directiy from Federal agenciea
or indirectly when sub-recipients
receive funds identified as Federal funds
by recipients.

(4] The granting agency is responsible
for identifying the source of fmide
awarded to recipient the recipient is
responsible for identifying the sonma of
fide awarded to anb-recipkmt.e.

f. G9nemlly accepted acwunting
pAr@e3 has the rneening epecffied  h -

the Government Auditing Stuniiaruk
g. hdependent  auditor meamx
(1) A Federal State, or kid

government auditor who meets the
standards apaci&d in the Covemment
Auditiw Standank or

(2) A public accountant who meets
such Stenrkda.

h. fntemal cantml stmctum  means the
policies end pmceduma eatabliehed to
pmvtde reasonable assurance theb

(1) Resource use is oaneiatant with
lawa mgulatiana and a w a r d =

(2) ReeourUa  are Safegueldad against

waste. los~ and misuse: end
(3) Reliable data are obtained

meintainecL and fairly disclosed in
reports.

L h4ajorprogmm means an indi&iuaI
award or a number of ewerds  in a
category of Federal assistance or
support for which total expenditures are
the larger of three percent of total
Federal furds expended or $1~ on
which the auditor will be required to
express an opinion as to whether the
major program is being adminiatemd io
compliance with laws and regulation

Each of the following categories of
Federal awards shall constitute a major
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program where totgl expenditures are
the larger of three percent of total
Federal tide expended or SIU&ltl
-Reeeed end Development.
-&udeot Fmenciel AicL
-lndividukl awards not in the student

aid or reseed end development
category.
j. kfanagement  decision meena the

evaluation by the rnanegement  of en
eetabtiahment of the findings end
recommendations inciuded in an audit
report and the ,Iaeuanca  of a final
decision by management concerning ita
response to such Wlng$ and
recommendatians~ tncluding actiona
conchded  to be necessary.

k Nonprofit institution meena any
corporation, trust  aamcietiom
cooperative or other organization which
(1) is opereted primarily for ecientik
educational aervb charitable, or
dmiler  purpoma tn the public interas~
[2) h not Orgenized  prhne@y for profit
end (3] uses its net pMCeSdS tO
meintak impmvek amdior expand ita
operattona.  The term “nonpmht
institutions” inciudes tnatitutione of
higher educetiorb  except thoee
inatltutions  that are audited as pert of
singia  audits h accardence  with
Cimdar A-x26 “Audtta  of State end
Local .GOVernmanta.”  ‘l%a term does not
tnciu&  itoapitala whtcb am not
affiliated wttb an tnatitution of higher
aducatiom or State end local
governrnenta  and Indian tribee covered
by Ctmuiar A-126 “Audits of State end
Local Governments.”

L Overnight agency means the Federal
agency that pmvidae the predominant
amount of direct fundtng to a recipient
not assigned ● cognhant agency, unleea
nodimctfundtng  taraceiverLWhH.
there &anodiract_ tbe Fadaral
wa=y W* ti* P=k@nant fndimct
funding willaaaume thegeneral
ovamight  reaponaibilittaa me duties  of
theovemight  agency eradeacrbedb””’
paresrePh  4 of this AttechmenL

m. Reo@ient means an orgenbatkm
receiving financial aaaiatance  to carry
outapmgram dimctlybm Faderal
agencies. .,

n. Reswuch  and development tnchtdaa
all reaaamb activities, both basic and”
applied and all development Qcflvitiea
that era supported at univamitie&
call- and othar nonprofit
irlstituttone.  ‘neeearcb”  la dafhled as aa”
systematic study dfracted towald  fidler
sdentiftc knowledge or undemtimitng of
the subject studied. %elopment- is
the SyStM@iC uae of kaowkdge and
understanding gabled hom ~arcb
dimctad  toward the pro+tcthjn  of isefid
matarialh devi~ eystqne,  or metho&

including design and development of
prototypes and processes.

o. Student Financial Aid includes
those programs of general student
assistance in which institutions
participate, such as those authorized by
Title PJ of the Higher Education Act of
lW which is administered by the U.S.
Department of Education and similar
programs provided by other Federal
agencies. It does not inc.kia progrems
which provide fellowships or similer
awada to students on a competitive
basi% or for specified studies or
research.

p. Sub-recipient means eny person or
government department+ agency,
establishment+ or nonprofit organization
that receives financieI assistance to
carry oat a pmgrem through a primery
recipient or other sub-redpien~ but does
not include en individual that is a
benefidery  of such a program. A sub-
nsciplent  may elso be a direct recipient
of Federel awerda under other
agreements.

q. Vendor meena en organization
providing a recipient or subrecipient
with generelly required goods or
services that era related to the
administrative support of the Federal
assistance program

Z Audit o~~onprofit  hstitutions.
a. Requinmenti  Based on A wads

Received. (1) Nonprofit institutions that
receive $10Q060 or more a year in
Federal awarda shell have en audit
made in accordance with the provisions
of this Ctrcuiar. However, nonprofit
Inetitutiona receiving $lW.066 or more
but racaiving  awarda under only one
p~m have the option of having an
audit of their institution prepared in
accordance with the pmvisiane of the
Circular or having an audit mede of the
one prognum For prior or subsequent
yeara, when an institution hsa only loen
~-a Outstanding loans that
were made previously, the inetttution
may be required to conduct audita for
~-~tn accardan-  with
mgulationa of the Federal agencies
mati-timl~

(Z] Nonpm5t  tMtttUtiOM  that reoaiva
d least $2S.IXX) but hwe than $106#16 a
year hi Federal awarda shall have an
audit made in accordance with this
CIrcu&r or have an ● udit made of each
Federal award h accordalm with
Federal laws and reguiationa governfng
the programs in which they participate.

(3) Nonprofit flt.atitutiona  receiving
le$s then S2tW00 a year in Federal
awarda era exempt km Federel audit
requiremen~  but records must be
ave.ilable for mvtew by appropriate
officiela of the Federal grantor agency or
subgrenting  entity.

3 - 2

b. Oversight by Fedeml  Agencies. (1)
To each of the larger nonprofit
institutions the OffIce of Management
and Budget (OMB) will assign a Federal
agency as the cognizant agency for
monitoring audits and ensting the
resolution of audit findings that affect
the programs of more than one agency.

(2) Smaller institution- not assigned a
cognizant agency will be under the
general oversight of the Federal agency
that provides them with the most funds.

(3) Assignments ta Federal cognizant
agencies for cemytng out responsibilities
in this section are set forth in a separate
supplement to this Circular.

(4) Federal Covemment+wned,
contractor-operated facilities at
institutions or laboratories operated
primarily for the Government are not
included in the cognizance assignments.
These will remain the responsibility of
the contracting agencies. The listed
assignments cover all of the functions in
this Circular unless otherwise indicated.
The Office of Management and Budget
will coordinate changes in agency
assignments.

3. Cognizant Agency Responsibilities.
A cognizant agency shall:

a. EOSUre that audits are made end
reporta are received in a timely manner
and in accordance with the
requirements of this Circular.

b. provide technical advice and
liaison to institutions and independent
auditors,

c Obtain or make quality control
reviews of selected audits made by non-
federal audit orgenizetiona and provide
the resuh when appropriate, to other
interested organizations.

& Promptly inform other affected
Federal agencies end appropriate
Fedeml law enforcement officials of any
reported illegal acts or irre@rities.  A
cognizmt  agency should also inform
State or local iaw enfomament  and
prosecuting authorities if not advised
by the recipien~ of any violation of law
within their Jurisdiction.

e. Advise the reci@ent of audits that
have bean found not to have met the
requirements set forth in this Circular. h
such inatence~  the recipient will work
with tba auditor to take comective
action. U comecdve  action is not teken,
the cqpdzant agency shaU not@ the
recipient end Federal awarding agencies
of the facts end meke reamunendatiom
for folJow-up action. Major inadaquades
or repetitive substaxlard performance
of independent auditora shall be
referred to appropriate professional
bodies for disciplinary action

f. Coordineta, to the extent
practicable. audits or reviews made for
Fedeml agendes  that em in addition to
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the audita made pursuant to this
Circular, so that the additional audits or
reviews build upon audits performed in
accordance wtth the Cimular,

g. Enaum the resolution of audit
findings that affect the programs or
more than one agency.

h. Seek the news of other interested
agencies before completing a
cmrdinated  progM~

i. Help coordinate the audit work and
reporting msponaibilities among
independe,ni public accountants, State
auditors, end both resident and non-
resident Federal auditom to achieve the
most cost-effective audit.

4. Oversij#rt  Agency Responsibilities.
An overeight agency shal! provide
technical advice and counsel to
institutions and independent auditors
when requested by the recipient. The
oversight agency may awmme all or
some of tie responsibilities normally
preformed by a cognizant agency.

5. Recipient Responsibilities. A
recipient that receives a Federal. award
and provides S2%um or more of it during
its fiscal year to a sub-recipient shalk

a. Ensure that the nonprofit institution
sub-recipients that receive X,000 or
more have met the audit requirements of
this Circular, and that sub-recipients
subject to C)MB Circular A-l= have met
the audit reqnirementa of that Circtdu

b. Ensure that appropriate corrective
action is taken within six months after
receipt of the subrecipjent  audit report
in instances of noncampiiance with
Federal laws and regulation

c. Consider whether sub-recipient
audits necessitate adjustment of the
recipient’s own record% and

d. Require each sub-recipient to -
permit independent. audito~  to have
access to the records and financial
8tatemente us necessa~ for the
recipient to comply v@h this Circular.

& Relation to Other Audit
Requiiwnenta.  a. An audit made in
accordance with this Ctiar sbaU be in
lieu of any financial audit required
under individual Federal awards. To the
extent that an audit made in accordance
with this Circular provides Federal
agencies with the information and
assurances they need to carry out their
ovemll responsibilities, that shall rely
upon and use such information.
However, a Federaf agency shall make
any additional audits or reviews
necessary to cmy out responsibilities
under Federal law and regulation. Any
additiond Federal audits or reviews
shalf be planned and carried out in such
a way as to build upon work performed
by the independent auditor.

b. Audit planning by Federal audit
agencies should consider the extent to
which reliance can be placed upon work

performed by other auditors. Such
auditors include State, local, Federal,
and other independent auditors, and a
recipient’s internal auditors, Reliance
placed upon the work of other auditors
should be documented and in
accordance with Government Auditing
Standards.

c. The provisions of this Circular do
not limit the authority of Federal
agencies to make or contract for audits
and evaluations of Federal awards, nor
do they limit the authority of any
Federal agency Inspector General or
other Federal official.

d. The provisions of this Circular do
not authorize any institution or sub
recipient thereof to constrain Federal
agencies. in any manner, from carrying
out additional audits, evaluations or
reviews.

e. A Federal agency that makes or
contracts for audits, in addihm to the
audits made by recipients pursuant to
this Circular, shall, consistent with other
applicable laws and regulations, arrange
for funding the cost of such additional
audits. Such additional audita or
reviews inchide financial, performance
audits and program evaluations.

7. Frequency of Audi& Audita shall
usuaIly be perfwrned  annually but not
less frequently than every two yeara.

& Sancti”orIs. No audit costs maybe
charged to Federal awards when audits
required by this “Cmular have not been
made or have been made but not in
accordance with this Circular. In cases
of continued inability or unwillingness
to have a proper audit in accordance
with the Circular, Federal agencies must
consider appropriate sanctions
inchKiin&
—withholding a pementage  of awards

until the audit is completed
satisfactoril~

—withhokhg or disallowing overhead
COS’W or

+uapending Federal awards until the
audit is made,
9. Audit Costs. The cost of audits

made in accordance with the provisions
of this Circular are aliowable charges to
Federal awards. The charges may be
wneidered a direct coat or en allocated
!.ndirect COSL determined in accordance
with the provisions of Circular A-21,
“’Cost Principles for Universities” or
Circular A-1a %ost Principles for
Nonprofit Organizations,” FAR subpart
31, or other applicable cost principles or
regulations.

10. Auditor Selection. In arranging for
audit services institutions shall follow
the procurement standards prescribed
by Circular A-110, “’Uniform
Requirements for Grants and
Agreements with Institutions of Higher

Education, Hospitals and other
Nonprofit Organizations.”

II. Sara]] and Minority A i.tdit Firms.
a. Small audit firms and audit firms

owned and con!miled by socially and
economically disadvantaged individuals
shall have the maximum practicable
opportunity to participate in contracts
awarded to fulfill the requirements of
this Circular.

b. Recipients of Fe&al awards shaII
take the following steps to further this
goal:

(1) IlruNAR that small audit firms and
audit firms owned and controlled by
socially and economically
disadvantaged individuals are used to
the fidlest extent practicable;

(2) Make information on forthcoming
opportunities available and arrange
timeframes for the audit to encourage
and facilitate participation by small
audit firms and audit firms owned snd
controlled by socially and economically
disadvantaged individuals

(3) Consider in the contract process
whether firms competing for Iarger
audita intend to subcontract with small
audit firms and audit fms owned and
controlled by socially and economically
disadvantaged individual%

(4) Encourage contracting wtith small
audit fms or audit firms owned and
controlled by sod,ally and economically
disadvantaged individuals which have
traditionally audited government
programs, and in cases where this is not
possible, assure that these firms are
given consideration for audit
subcontracting opportunities

(5) Encourage contracting with
consortiums of small audit firms as
described in section (11. above, when a
contract is too large for an individual
small audit firm or audit f- owned and
controlled by sociall y and economically
disadvantaged individuals and

(6) Use the services and assistance, as
appmpnate,  of such organizations as the
Smafl Business Administration in the
solicitation and utilization of small audit
firms or audit firms owned and
controUed by socially and economically
disadvantaged individuals.

12. Scope of Audit and Audit
Objectives.

a. The audit shall be made by an
independent auditor in accordance with
Government Auditing Standards
developed by the Comptroller General
of the United States covering financial
audits. An audit under this Circular
shcuid be an organization-wide audit of
the institution. However, there may be
instances where Federal auditors are
performing audits or are planning to
perform audits at nonprofit institutions.
Ln these cases, to minimize duplication

3 - 3
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of audit work, a coordinated audit
approach may be agreed upon between
the independent auditor, the recipient
and the cognizant agency or the
ovemi~ht agency. Those auditors who
assume responsibility for any or all of
the reporta called for by paragraph 1S
should follow guidance set forth in
Government Auditing Standards in
using work performed by othera.

b. The auditor shall determine
whethe~ (1) The financial Statements of
the institution present fairly its financhl
position and the results of its operations
in accordance with generally accepted
accounting principle~ (2) The institution
has an internal control shucture to
provide reasonable assurance that the
institution is managing Federal awards
in compliance with applicable laws and
regulations. and controls that ensure
compliance with the laws and
regulations that could have a material
impact on the financial statements: and
(3] The institution has complied with
laws and regulations that may have a
direct and material effect on its ftnancial
statement amounts and on each major
Federal program

13. Inhmml Contrvls  Over Federal
Awards; CompZianca Reviews.

a. Genertrl.  The independent auditor
shall determine and report on whether
the recipient has an internal control
structure to provide reasonable
assurance that it is managmg‘ Federal
awards in compliance with applicable
laws, regulations, and contract ternm

and that it safeguards Federal funds. In
performing these raveiws, independent
auditom shouId rely upon work
performed by a racipient’a internal
auditom to the maximum extent
possible. The extent of such reliance
should be baaed upon the Gavemrrrent
Auditiqg Standamfs.

b. IntemaI  CbntmlReview. (1) In
order to provide this assurance on
internal controls, the auditor must
obtain an undemanding of the fntemal
control structure and aaseaa levels of
internal contrtd risk. After obtaining an
undemanding of the controls, the
assessment must be made whether or
not the auditor intends to place reliance
on the internal control stnxture.

[2) As part of this review, the auditor
shalh (a) Perform tests of controls to
evaluate the effectiveness of the design
and operation of the policies and
prucedu.rcw in preventing or detecting
material noncompliance, Tests of
controls will not be required for those
areas where the internal control
structure policies and pmcadures are
likely to be ineffective in preventing or
detecting noncompliance, in which came
a reportable condition or a material
weakness should be reported in

accordance with paragraph 1S c(z) of
ths Circular.

(b) Review the recipient’s system for
monitoring sub-recipients and obtaining
and acting on sub-recipient audit
reports.

(c) Determine whether controls are in
effect to ensure direct and indirect costs
were computed end billed in accordance
with the guidance provided in the
general requirements section of the
compliance supplement to this Circular.

c. Compliance Review.
{I) The auditor shall detemrine

whether the recipient has complied with
laws and regulations that may have a
direct and material effect on any of ita
mejor Federal programs. in additiom
transactions selected for non-major
programs shall be tested for compliance
with Federal laws and regulations that
apply to such transactions.

(2) fn order to determine which major
programs are to be tested for
compliance. recipients shall identify. in
their accounts, all Federal funds
received and expended and the
programs under which they were
received, This shalf include funds
received directly from Federal agenciea
through other State and local
governments or other recipients, To
asaist recipients in identifying Federal
awards, Federal agencies and primary
recipients shall provide the CuZul~ of
Fedeml Domestic Assistance (CFDA)
numbem to the recipients when making
the award%

(3] The review must fnclude the
selection of an adequate number of
transactions tim each mejor Faderal
financial assistance program so that the
auditor obtains sufficient evidence to
support the opinion on anmpliance
required by paragraph 15c(3) of this
Attachment. The selection and testing of
trenaactiom  shall be based on the
auditors’ professional judgment
considering such fectors as the amount
of expenditures for the progrenx the
newness of the program or changes in

ita condition prior experience with the

P~ partimdady  as revealed in
audits end other evaluations (e.g.,
inspections, rpogram reviews, or system
reviews required by Federal Acquisition
Regulations the extent to which the
program is carried out through sub
recipients: the extent to which the
program cantracts  for goods or seticezx
the level to which the program is
aiready subject to program reviews or
other forms of independent oversight:
the adequacy of the controls for

“ensuring compliance the expectation of
edherence or Iack of adhemmce to the
applicable laws and reguiationn and the
potential impact of adveme findings.

(4) In making the test of transactions,
the auditor shall determine whethe~
—the amounts reported as expenditures

were for allowable services, and
—the records show that those who

received services or benefits were
eligible to receive them.
(5) In addition to transaction testing,

the auditor shall determine whethe~
-Matching requirements. levels of

effort and earmarking limitations
were meL

—Federal financial reporta and claims
for advances and reimbursement
contain information that is supported
by books end records from which the
basic fmanciaf statements have been
preparetL and

—Amounts claimed or used for
matching were determined in
accordance with (1) OMB Circular A-
21, “Cost Principles for Educational
Institutions”: (Z) matching or cost
sharing requirements in Circular A-
lla “Unilorm Requirements for
Grants and Agreements with
Institutions of Higher EducetiorL
Hospitals end Other Nonprofit
Organizations”: (3) Circular A-12.2
“Cost Frincipies for Nonprofit
@31dZlltiOnS”;  (4) FAR subpert 31
cost principle% end (s) other
applicable cost principles or
regulations.
(5) The principal compliance

requirements of the largest Federal
programs may ha aacertainad by
referring to the “Corrrpliance
Supplement for Single Audits of
Educatiamd Institutions and Other
Nonprofit O@nization~”  and the
“Compliance Supplement for Singfe
Audits of State and Local
Governments,” issued by OMB and
available from the Government printing
om08. For those programs net covered
in the Compliance Supplements, the
auditor should ascertain compliance
requirements by wkwving  the statutes.
regulation, and agreements governing
individual prOgrSm&

(i’) Transactions related to other
awards that are selected in connection
with examinations of financial
statements and evaluations of imtemal
controls shall be tasted for compliance
with Federal laws and regulations that
apply to such transactions.

14. Illegal Acts. If. during or in
connection with the audit of a nonprofit
institution, the auditor becomes aware
of illegal acts, such acts shall be
reported in accordance with the
provisions of the Government Audit}qg
Standards.

15. Audit Reports.
a. Audit reports must be prepared at

the completion of the audit.

3 - 4
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b. The audit repcm shall state that the
audit was made in a~~m with the
provisions of this Circular.

C. The report shall be made Up of at
least the following three park

(1) The financial statements and a
schedule of Federal awards and the
auditor’s report on tie statements and
the schedule. _f’he g~~~e of Federal
awards should identfi major programs
and show tile total expenditures  for
each program. Individual major
P~ms other than Research and
Development and student Aid should be
listed by catalog number as identified in
the Catalog ofli?deml  Domestic
Assistance. Expenditures for I%deraI
programs other than major programs
shall be shown under the caption “other
Federal assistance.’” Mso, the value of
non-caah assistanm  such as loan
guarantees, food commodities or
donated surplus pmpeties or the
outstanding balance of loana should he
discIosed in the schdde.

(2) A written report of the
independent auditor’s understanding of
the internal control structure and the
a.ssassment of contd risk, The auditor’s

. report should include as a minimum (I)
The acopa of the work in obtaining
understanding of the intema! control
stmcture end m assessing the control
risk (2) the nonprofit instititution’s
significant internal controls or control
structure including the controis
established to ensure compliance with
laws and regulations that have a
material impact on the 6nancial
s&tementa and thoaa that provide
reasonable asauran~ that Federal
awatvh era being managed in
compliance with applicable lawa end
regulatiorm and (3] the reportable
conditiorm inchuiing the identification
of material wea.imasaee, identified aa a
result of the auditor’s work in
understanding and assessing the ~t,md
risk. If the auditor limits Ma/her
consideration of the internal control
structure for any reason, the
circumstances shouJd be disclosed in the
report.

(3) The aaditor’s report on mmpfience
containi~
—An opinion as to whether each major

Federal program was being
administered in compliance with lawe
and mgdations  applicable to the
matters described in paragraph
13(c)(3) of this Attachment including
compliance with laws and regulations
pertaining to financiaf reports and
claims for advancw and
reimbursement

—A statemant of positive assurance on
those items that were teeted for
compliance and negative assurance
on those items not tested

—hfaterial findings of noncompliance
presented in their proper perspective:
. The size of the universe in number

of items and dollars,
● The number and dollar amount of

transactions tested by the auditors,
● The number of corresponding

dollar amount of instances of
noncomplianc~
—Where findings are specific to a

particular Federal award, an
identification of total amounts
questioned, if any, for each Federal
award, aa a result of norummpliance
and the auciitar’s recommendations
for necessary corrective actions.
d. The three parta of the audit report

may be bound into a sing!e document. or,
presented at the same time as separate
documents.

e. Nonmaterial findings need not be
disclosed with the compliance report but
should be reported in writingto  the
recipient in a separate communication.
The recipient, in turn, should forward
the findings to the Federal grentor
agencies or subgrantor sources.

f. AU fraud or illegal acts or
indications of such acts, including all
questioned costs found as the result of
these acts that auditom become aware
of, may be covered in a separate written
report submitted in accordance with the
Government Auditing Stondanis.

g. The auditor-s report should dkmlose
the status of known but uncorrected
significant material findhgs and
recommendations from prior audits that
affect the current audit objectives as
specified in the Go”vemment  A uditing
Standards.
~ h. fn addition to the audit report  the
recipient shall provide a report of its
comments on the fmdinga and
recommendations in the report,
incliiding a plan for conective action
taken or planned and comments on the
statue of corrective action taken on prior
findings. If corrective action is not
necessary, a statement desm”bing the
reason it is not should accompany the
audit report.

i. Copies of the audit report shall be
submitted in accordance with the
reporting standards for financial audits
contained in the Gbvemnrent  .4uditikg
Standards. Sub-recipient auditors shall
submit copies to recipients that provided
Federal awards. The report shali be due
within 30 days aRer the completion of
the audit, but the audit should be
completed and the report submilted not
later than 13 month after the end of the
recipient’s fiscal year unless a longer
period is agreed to wifi the cognizant or
overnight agency.

j. Recipients of more than SIOO,~ in
Federal awards shall submit one copy of

the audity report within 30 days after
issuance to a central clearinghouse to ba
designated by the Office of Management
and Budget. The clearinghouse will keep
completed audit reports on file.

k. Recipients shall keep audit repotis,
including subrecipient reports, on file for
three years km their issuance.

16. Audit Resolution.
a. As provided in paragraph 3, the

cognizant agency shall be responsible
for ensuring the resolution of audit
findings that affect the programs of more
than one Federal agency. Resolution of
findings that relate to the programs of a
single Federal agency will be the
responsibility of the recipient and the
agency. Alterrmte arrangements may be
made on case-by-case basis by
agreement among the agencies
concerned.

b. A management decision shall be
made within six months after receipt of
the report by the Federal agencies
responsible for audit resolution.
CoITectivy action should proceed as
rapidly as possibie.

17. Audit Workpapem  and Report%
Workpapers  and reports shall be
retained for a minimum of time yearn
from the date of the audit report, unless
the auditor ia noti.fkd in writing by the
cognizant agancy to extend the retention
period Audit warkpapera  shall be made
available upon mqueat ta the cognizant
agency m its designee or the Cenemd
Accounting Office, at the completion of
the audit.
p% Dec. 90-68sl Filed s-IS-W% &45 ara~
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